Foreign Eogagenic Trends 


Implications for the 
tae States 


EN 


Fase 
i ey 


Prepared by the U.S. Foreign Service, U.S. Department of State, and released by the U.S. Department of Commerce, 
Domestic and International Business Administration, Bureau of International Commerce 


FET—/76-040 


APRIL 1976 


Frequency: Semiannual American Embassy 
Supersedes: 75-126 MONTEVIDEO 


URUGUAY 


TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 


SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151. 





a 
KEY ECONOMIC INDICATORS 


Values as Stated 1/ 
1973 1974 1975= 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices (millions new pesos) 2, 537 4,491 na. 
GDP at Constant 1961 (US$ millions) i, Tel 1, 753 1, 823 (Est. ) 
Per Capita GDP Constant 1961 US$ (1975 Census) 630 638 660 (st. ) 
Plant & Equipment Investment (mill. new pesos) 231 446 n. a. 
Industrial Production (1961=100) 116 120 n/a. 
Av. Industrial wear (1968=100) 596.7 1,123.3 na. 
Employment (000) 2/ 474, 4 479. 6 n. a. 


Av. Unemployment Rate 2/ 8. 9% 8. 0% BeBe 


MONEY AND PRICES 


Money Supply (millions new pesos) 331.2 537.5 625.7 (June) 
Public Debt Outstanding (millions new pesos) 140, 2 311.1 n.a. 
External Debt (US$ millions) 3/ 650.9 853.5 855.1 (Sept. ) 
Retail Sales (1970=100) 514.1 1,065.4 1,595.7 (Nov.) 
Wholesale Prices (1968=100) 617 1,156.7 1, 654. 0 (Oct. ) 
Annual Inflation Rate (CPI) 2/ 77. 5% 107% 67% 


BALANCE OF PAYMENTS AND TRADE 
(US$ millions) 


Gold and Foreign Exchange Reserves 231.9 217.2 188.9 (Sept. ) 
Balance of Trade +36. 7 -104.5 -174.1 (Est. ) 
Exports, FOB-Totals 321.5 382.2 367.5 (Est. ) 
-To the U.S. 10.9 15.0 21.6 (Nov. ) 

Imports, CIF-Totals 284. 8 486.7 541.6 
-From the U.S. 24.6 36.0 49, 4 (Nov. ) 
Balance of Payments +66. 6 -100.0 -75.0 (Est. ) 


1/ Figures are through December unless otherwise indicated 

2/ Data available only for Montevideo 

3/ Private and Public 

Exchange Rate as of February 27, 1976: Commercial Rate, New Pesos 2.97 = US$1. 00 
Financial Rate, New Pesos 3.42 = US$1. 00 


Main Imports from U.S, (January-November 1975) 
Soybean Oil ($6, 907, 827) 
Hides ($2, 347, 000) 
Machinery ($7, 586, 200) 
Polyester Fibers ($1, 670, 600) 
Sulphur ($3, 357, 600) 


Source: Banco Central del Uruguay 





SUMMARY 


Uruguay has suffered from serious problems of economic stagnation and 
deterioration throughout most of the last two decades. In 1973 the Uruguayan 
Government committed itself to progressively discarding the uneconomic 
policy of industrialization through import substitution in favor of promoting 
export industries based on domestic raw materials. In an unconventional 
approach for a country with balance of payments problems, foreign trade 
liberalization is justified on the basis of providing export industries with the 
means to develop and end the country's chronic economic difficulties. Trade 
and financial market liberalization are only two aspects of the range of eco- 
nomic reforms now being carried out. In spite of many continuing problems, 
there is a general recognition that more progress has been made during the 
last 18 months than at any time in the previous decade. 


Economic performance during 1975 was relatively good, responding in part 
to the reform program. GDP growth is estimated at 3.7%. Nontraditional 
exports accounted for 48% of total 1975 exports by value. Even so,the trade 
deficit was over $170 million. Capital inflows, spurred by the situation in 
Argentina, reduced the balance of payments deficit. Prospects for 1976 are 
more encouraging than they have been in several years as beef and wool 
exports, which are still important, are improving. 


For the longer term, a series of large public investments should stimulate 
the economy, and the policy of encouraging private investment and initiative 
will begin to bear fruit. The government's support of export industries 
offers U.S. capital goods suppliers an improved market in equipping these 
new industries as well as participating in the major infrastructure projects 
that are planned or underway. 


On the investment side, given continued government encouragement, oppor- 
tunities for investment are developing in export industries, particularly 
leather processing. Fish and food processing could also prove interesting. 
Exploratory drilling for offshore gas and oil is expected to begin in the next 
few months. 


In spite of serious problems, Uruguay's prospects over the longer term 
offer some opportunities to U.S. suppliers, traders and investers. An 
improvement in Uruguay's economy is hoped for after 1976, when market- 
ing conditions for the country's exports are expected to improve and the 
fruits of current economic reforms materialize. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Reforms Bring Basic Changes 


After two decades of economic deterioration accompanied by high inflation 
and stagnation or decline in real incomes, Uruguay in 1974/1975 began a 
significant economic reform program. A fundamental change in the 
country's prospects is being brought about by the slow but seemingly deter- 
mined effort to reform the economic system which, long before the current 
world recession, had performed poorly. The program was conceived in 
1973 when the Uruguayan Government committed itself to a gradual freeing 
of the economy from the many onerous, if often well intentioned, state 
controls that existed. An uneconomic policy of industrialization through 
import substitution, which has been responsible for many of Uruguay's 
economic problems, is being progressively discarded in favor of the pro- 
motion of export industries based on domestic raw materials, primarily 
agricultural, in which Uruguay would appear to have comparative advantages. 


Domestic reforms include abolishing consumer subsidies and most price 
controls. The government has just announced the elimination of price con- 
trols except on a relatively few industrial sectors and basic consumer items. 
An industrial promotion law providing benefits for approved projects is 
gradually being implemented. Under new and more competent management, 
the state-owned enterprises and agencies are trimming overblown payrolls 
and showing increased efficiency. 


By early 1976 reform measures already taken affecting the external sector 
include more realistic foreign exchange rates, an attractive foreign invest- 
ment law guaranteeing profit repatriation, reduction in tariff surcharges 
and virtually abolishing the requirement for consular invoices on imports. 
180-day import financing is no longer required. 


Of special significance is the ending in mid-1975 of the complicated import 
quota system that Uruguay had relied on to protect local industry and con- 
serve foreign exchange. Controls on most imports into Uruguay now consist 
only of ordinary tariffs and surcharges. Imports, however, require prior 
registration. While surcharges are high in many cases, the old trade pat- 
terns frozen by the quota system are breaking down, providing opportunities 
for new suppliers and goods to enter the market. 


Reforms of this magnitude are not implemented overnight, and progress 
has been uneven. In spite of improvements, bureaucratic obstacles and 
requirements are still often difficult and time-consuming. The excessive 
size of the government and its still numerous regulatory functions com- 
plicate the decision-making process. 
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Problems that remain to be resolved include: reduction of the budget 
deficit; long overdue reform of the country's overexpanded social secu- 
rity system; reduction of the excessive government payrolls, and con- 
tinued efforts to return many state enterprises to private hands. Never- 
theless, there is a consensus among businessmen and other observers that 
more constructive economic reforms have been undertaken in the past 18 
months than at any time during the past decade and that substantial gains 
have been made. 


Overall Economic Performance is Encouraging 


Economic performance during 1975 was relatively good considering that 

it had to be carried out under adverse world economic conditions (high oil 
prices, continuation of the virtual closure of the European Common Market 
to beef imports). The domestic price index, which rose 107% in 1974, was 
held to an increase of 67% in 1975. Central Bank figures show that indus- 
trial output grew 7% and agricultural production 3.6%. 


Despite the adverse international climate, the Central Bank's preliminary 
estimate of Uruguay's economy shows a GDP increase in 1975 of 3. 7%. 
While not spectacular, it is important when compared with the country's 
past record of low or even negative growth and was achieved at a time when 
growth rates around the world were going down. 


Unfortunately, the government was not successful in its attempts to reduce 
its budgetary deficit, which stubbornly remained close to 30%. This was 
an important cause of continuing inflation, although much of it was financed 
by foreign dollar bond sales, which reached $120 million. For 1976 the 
Minister of Economy has announced a more rigorous attack on the budget 
deficit through increased tax collections. 


On the capital side, there has been an encouraging flow into the country, 
both from private and public sources. The sales of attractive dollar- 
denominated government bonds have largely reflected unsettled conditions 

in Argentina. A consortium of American and European banks signed a 

loan on August 22, 1975, for $110 million against a pledge of about a quarter 
of Uruguay's relatively large gold reserves. Uruguay should be able to 
cover its balance of payments deficit for the near future through the use 

of reserves, bond sales and credits from abroad. It can also count on an 
IMF Stand-By Agreement signed in April 1975 and drawings on the IMF's 

oil facility. Further help from the IMF is expected in 1976. 
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"Nontraditional" exports accounted for 48% of total 1975 exports by value. 
The major traditional exports are considered to be meat, wool, hides and 
wheat. Even allowing for the decline in the earnings from beef sales, 

this is a notable development. Just a few years ago beef and wool exports 
made up over 80% of foreign exchange earnings. Except for the surprising- 
ly good showing by nontraditional exports, the balance of trade deficit for 
1975 of slightly over $170 million would have been worse. 


Production of crops such as wheat, sugar, and soybeans have increased 
under government stimulus to the point where Uruguay has modest export- 
able surpluses, while rice is an important foreign exchange earner. Citrus 
fruits, peaches and apples are also expanding and finding a ready market 
in Brazil as well as farther afield in Europe. Fish exports, although still 
small, doubled in 1975. The industry hopes to double them again this year 
and reach production levels of 200, 000 tons per year in several years. 


Encouraged by government support, exports of nontraditional manufactured 
products continued their impressive growth in 1975. Manufactured leather 
goods (garments, luggage, shoes, purses) exports rose from $1.6 million 
in 1972 to over $25 million in 1975. Many leather tanners, processors and 
manufacturers are almost unique in often working three-shift days. 


Beef and wool will nevertheless continue to be the mainstays of Uruguay's 
external sector. The volume of meat exports in 1975 was close to pre- 
vious years, but prices declined, reducing income. The virtual closing 
of the European Common Market to meat imports in 1974 and 1975 and 
smaller purchases by other traditional buyers meant that beef sales were 
much less than the potential. Helping somewhat, wool from the 1975/1976 
clip year is almost entirely sold at prices considered good. 


Development Projects 


A number of major public infrastructure projects are underway or planned 
for the near future. Many of these are financed by international agencies 
and offer significant opportunities for U.S. suppliers of equipment and 
services. 


In cooperation with Argentina, two bridges and a large hydroelectric dam 
(Salto Grande) spanning the river separating the two countries are being 
built. One bridge is already in use and the other will be ready soon. Over 
the next several years other projects include the Palmar dam (to be financed 
by Brazil), expansion of the Montevideo sewage system, modernization of 
the country's microwave and telephone systems, port improvements, ir- 
rigation and power dams on the Brazilian border, livestock improvement, 
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fisheries, and waterworks. Both the United States Agency for Inter- 
national Development (AID) and the World Bank will continue programs 
fostering expanded agricultural and agri-industrial production. An off- 
shore petroleum buoy capable of handling tankers of up to 150, 000 tons 
is about to be built. An important aspect, symptomatic of Uruguay's 
improved credit standing, is the partial financing of this project by a 
government guaranteed but otherwise unsecured Eurodollar loan made 
by a group of international banks. 


Perhaps the most important development in the private sector is the 
selection of Chevron for a service contract to explore for hydrocarbons 
on Uruguay's continental shelf. Actual drilling should be underway 
before mid-1976. 


Future Prospects 


Economic prospects for 1976 will essentially be conditioned by antici- 
pated improvements in world markets for meat and wool. Contracts 
in hand for over 70, 000 tons of meat sales during the first half of 1976 
have been announced by the government. Brazil is expected to become 
alarge, steady buyer of beef and the Common Market should relax its 
restrictions somewhat. 


While immediate short-term prospects for the Uruguayan economy 
remain mixed, 1976 should be less difficult than 1974 or 1975. Major 
problems remain which were aggravated by the recent world recession. 
Together with completion of the major infrastructure projects, the 
government's policy of encouraging private investment and foreign trade, 
if vigorously pursued, should succeed in reinvigorating the economy. If 
this occurs, the country may regain its position as one of the most pros- 
perous of the hemisphere. 
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IMPLICATIONS FOR THE UNITED STATES 


Uruguay's future is brighter than its current situation. Although small 
in real terms, Uruguay's trade with the United States is growing at a 
rapid rate. Between 1973 and 1975, imports from the United States 
practically doubled, to just over $50 million. The country is host toa 
modest amount of U.S. investment (about $100 million). If Uruguay con- 
tinues to opt for reform in spite of the difficulties, U.S. capital equip- 
ment, raw material and spare parts suppliers will have increased sales 
opportunities. 


The position of Uruguay between Argentina and Brazil -- in spite of 
present uncertainties -- should over time offer a number of investment 
opportunities taking advantage of LAFTA complementation agreements 
or the bilateral trade pacts that have been signed. Uruguay's purchases 
for the major infrastructure projects should increase over the next few 
years. In the private sector there will be a growing market, especially 
for fishing trawlers and processing plants, refrigeration equipment, 
shoe manufacturing and other leather processing equipment, as well as 
food processing and packaging equipment. Uruguayan meat packers, 
determined not to rely on a single market in the future, are actively 
investigating the purchase of U.S. produced cooked and corned beef 
canning lines. 


As import liberalization continues, opportunities for a wider range of 
U.S. exports will be correspondingly enhanced. The majority of sales 
will be raw materials, equipment and machines that will contribute to 
the growth of Uruguay's processing industries. Consumer goods and 
Similar items made locally or imported from near-by countries will con- 
tinue to dominate this sector of the market. The most effective method 
for U.S. companies to enter the Uruguayan market, in the majority of 
cases, will be through the appointment of local sales agents. 


Uruguay is a land rich country where food production can be increased 


with relatively low investment. This more than anything else argues for 
the view that Uruguay's long-term prospects are favorable. 
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